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COMMENTS OF NRTA AND OPASTCO
L. INTRODUCTION AND SUMMARY
The National Rural Telecom Association (NRTA) and the Organization for the

Promotion and Advancement of Small Telecommunications Companies (OPASTCO)

NRTA and OPASTCO Comments 1 CC Docket No. 96-45
April 18,2003 FCC 03-31



submit these comments in response to a Commission staff study relating to the alternative
methodologies for calculating contributions to the federal universal service support
mechanisms." NRTA is an association of incumbent local exchange carriers (ILECs) that obtain
financing under Rural Utilities Service (RUS) and Rural Telephone Bank (RTB) programs.
OPASTCO is a national trade association representing approximately 500 small ILECs serving
rural areas of the United States. All of the members of both associations are rural telephone
companies as defined in 47 U.S.C. §153(37). In addition, most of the members of both
associations rely on some form of federal universal service funding to provide affordable, high-
quality service within their rural territories. Thus, NRTA and OPASTCO have a paramount
interest in ensuring the long-term stability and sufficiency of the high-cost universal service
program.

NRTA and OPASTCO are not surprised to find that the estimated relative share of
contributions for the studied industry segments produced under each of the “connections-based”
methodologies demonstrates that only Proposal Two would result in “equitable and
nondiscriminatory” contributions from “every carrier providing interstate telecommunications
services” as Section 254(d) requires. This alternative splits “connections-based” contributions
between switched transport and access providers, so that it directly targets both providers of
actual state-to-state transmission links and providers that originate and terminate such calls.
Moreover, the staff study also indicates that the two remaining “connections-based” proposals
are not rational standards for populating the statutory classification of “every carrier providing
interstate telecommunications services.” Hence, these two methods would shift a

disproportionately large amount of the contribution burden away from both interexchange

' Commission Seeks Comment on Staff Study Regarding Alternative Contribution Methodologies, CC Docket No.
96-45, et.al., Public Notice, FCC 03-31 (rel. Feb. 26, 2003) (Staff Study).
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carriers (IXCs) and Commercial Mobile Radio Service (CMRS) providers, who collectively

provide the lion’s share of true state-to-state telecommunications services. This shift would

place the bulk of the contribution responsibility upon local exchange carriers (LECs) and their
end-user customers, in spite of the fact that exchange access services are merely adjuncts to the
interstate services provided by IXCs and CMRS providers. Consequently, it is imperative that
the Commission abandon these two fatally flawed alternatives and focus its energies on
developing a lawful “connections-based” methodology which would equitably split contributions
between all switched transport and access providers.

II. THE STAFF STUDY ILLUSTRATES THAT THE ONLY “CONNECTIONS-
BASED” PROPOSAL THAT WOULD PRODUCE “EQUITABLE AND
NONDISCRIMINATORY” CONTRIBUTIONS FROM EVERY INTERSTATE
TELECOMMUNICATIONS CARRIER IS THE ONE THAT SPLITS
CONTRIBUTIONS BETWEEN SWITCHED TRANSPORT AND ACCESS
PROVIDERS
In the Second Further Notice of Proposed Rulemaking (SFNPRM) in this proceeding, the

Commission sought comment on three “connections-based” universal service contribution

methodologies.” NRTA and OPASTCO indicated in their joint comments that only the second

of the proposals, which would split contributions between switched transport and access

providers, would comply with the requirement in the Telecommunications Act of 1996 (1996

Act) that “[e]very telecommunications carrier that provides interstate telecommunications

services shall contribute, on an equitable and nondiscriminatory basis...”” In addition, NRTA

and OPASTCO explained why the remaining two proposed “connections-based” methodologies

would unlawfully place the bulk of the contribution responsibility upon LECs and their end-user

2 Federal-State Joint Board on Universal Service, et.al., CC Docket No. 96-45, et.al., Report and Order and Second
Further Notice of Proposed Rulemaking, 17 FCC Red 24952, 24985-24986, para. 72 (2002) (SENPRM).

347 U.S.C. §254(d) (emphasis added). NRTA and OPASTCO Comments on SENPRM, CC Docket No. 96-45,
et.al.,p. 4 (fil. Feb. 28, 2003).
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customers, even though LECs simply provide exchange access to the carriers that actually
transport calls across state lines.”

Among other data, the Commission staff study estimates the percentage share of
universal service contributions made by IXCs, LECs, and CMRS providers under each of the
three “connections-based” proposals in the SFNPRM. As a point of comparison, the staff study
also provides industry share estimates for the recently modified revenue-based system.’

It was interesting, but not surprising, to find that only the “connections-based”
methodology that splits contributions between switched transport and exchange access providers
(Proposal Two), would result in a distribution of contributions by industry segment that is
lawfully equitable and nondiscriminatory. Both the “connections-based”” methodology with a
mandatory minimum contribution (Proposal One) and the telephone number-based methodology
(Proposal Three) would shift the majority or near-majority of the contribution responsibility to
LECs, whose primary interstate service is providing exchange access to the carriers that actually
transport calls across state lines: IXCs and, ever more frequently, CMRS providers. This is not
what Congress intended in the clear language of Section 254(d).

Projections from the staff study indicate that, under the first year of Proposal One,
industry shares would shift as follows: IXCs — 23 percent, LECs — 49 percent, and CMRS — 28
percent.® In the span of just one year, IXCs would contribute less than half of what they had for
the previous calendar year under the current revenues-based system, with nearly half of the total

contribution responsibility being shifted to LECs. Thus, this shift would leave the principal

*NRTA and OPASTCO Comments on SENPRM, pp. 4, 9.

> For the current 2003 calendar year, the staff study estimates that contributions from IXCs will account for 51
percent of total contributions, while LECs and CMRS providers will account for 27 percent and 22 percent,
respectively. Staff Study, p. 5.

8 Ibid., p. 6.

NRTA and OPASTCO Comments 4 CC Docket No. 96-45
April 18,2003 FCC 03-31



providers of interstate telecommunications services vastly under assessed vis-a-vis those carriers
providing only exchange access services. Indeed, that is what one would expect from a system
that targets end-user connections rather than connections to all networks involved in interstate
telecommunications, and then tacks on a half-hearted minimum contribution to pick up state-to-
state transmission providers omitted by targeting end-user connections. The statute says not only
“shall contribute,” but also specifies “on an equitable and nondiscriminatory basis,” not on a
“minimum” or poorly targeted basis.

The staff study’s estimates for Proposal Three demonstrate an even more dramatically
inequitable and discriminatory transfer of the universal service contribution obligation. This
method uses the equivalent of an access network connection, without any effort to rectify the
failure to target assessments to the statutory class of all interstate service providers, let alone to
calculate and impose assessments “on an equitable and nondiscriminatory basis.” During the
first year under a telephone number-based methodology, IXCs would account for only 14 percent
of total contributions, while LECs would assume the burden of 58 percent of all contributions.’
CMRS providers would account for the remaining 28 percent.® Clearly, this result turns the
intent of Section 254(d)’s mandate on its head. LECs would shoulder a majority of the universal
service contribution obligation, while IXCs, the quintessential providers of state-to-state
telecommunications services, would account for the smallest percentage of the federal fund.
Again, a faulty targeting device cannot produce a result that satisfies the statutory requirement.

On the other hand, Proposal Two would result in more equitable and nondiscriminatory

"Id, p.8.
$1d.
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contribution shares for each of the industry segments.” In year one of the split “connections-
based” methodology, IXCs would account for 34 percent of total universal service contributions,
while LECs would contribute 23 percent, and CMRS providers would contribute 41 percent."
IXC contributions would continue to account for a significant portion of the fund, in recognition
of the fact that these carriers’ interstate networks provide the central link in an interstate call.
LECs also would contribute a reasonable portion of total assessments, based upon their provision
of exchange access services to IXCs. Splitting “connections-based” assessments reflects the fact
that all interstate telecommunications requires both a connection to a local distribution network
and a connection to an interstate transport provider.

Under Proposal Two, CMRS providers would contribute a somewhat larger portion of
total assessments than they would under either of the other “connections-based” methodologies.
This too is a reasonable result considering that wireless carriers provide both the end-user
connection and the interstate transport component of an interstate call. Thus, under Proposal
Two, CMRS providers are appropriately assessed double the amount per connection as compared
to both IXCs and LECs."'

As the Commission has previously recognized, virtually all of the major wireless carriers
now offer bundled local and national long distance services for one flat rate.'* As a result,

greater numbers of consumers are finding it to their advantage to use wireless services to make

* NRTA and OPASTCO explained in their comments in response to the SENPRM that further study and refinements
are necessary to make this proposal’s capacity-based tiers “equitable and nondiscriminatory.” NRTA and
OPASTCO Comments on SFNPRM, p. 7.

1, p.7.

' Similarly, when a LEC or an IXC provides its customers with both exchange access and interstate transport
services, they too are assessed for each of these components. As more and more LECs and IXCs choose to bundle
local and long distance services, the contribution shares for each industry segment should become more balanced.

12 Federal-State Joint Board on Universal Service, et.al., CC Docket No. 96-45, et.al., Further Notice of Proposed
Rulemaking, 17 FCC Red 3752, 3758, para. 12 (2002) (FNPRM).
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interstate calls."> This phenomenon helps to account for the Commission’s previous finding that
overall interstate revenues have been declining for IXCs."* Therefore, only Proposal Two
continues to fairly assess IXCs for their quintessential role in transporting interstate traffic, while
at the same time shifting a larger share of the contribution responsibility to CMRS providers, in
recognition of the fact that wireless carriers account for a growing share of interstate

telecommunications services.

' SENPRM, 17 FCC Red 24965, para. 21.
" FNPRM, 17 FCC Red, 3755-3756, para. 7
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III. CONCLUSION

The results of the Commission’s staff study support NRTA and OPASTCO’s prior
comments in this proceeding that the only a “connections-based” proposal that would split
contribution responsibilities between providers of interstate transmission and switched access
services could satisfy the 1996 Act’s mandate of equitable and nondiscriminatory contributions.
Therefore, the Commission should devote its attention to perfecting Proposal Two and reject
each of the remaining “connections-based” proposals, as they are unlawful and inherently
flawed.

Respectfully submitted,
NATIONAL RURAL TELECOM ASSOCIATION

By: \s\ John F. O’Neal
John F. O’Neal

One Massachusetts Avenue, NW
Suite 800

Washington, DC 20001

(202) 628-0210

THE ORGANIZATION FOR THE
PROMOTION AND ADVANCEMENT OF
SMALL TELECOMMUNICATIONS
COMPANIES

By: \s\ Stuart Polikoff
Stuart Polikoff
Jeffrey W. Smith

21 Dupont Circle NW
Suite 700

Washington, DC 20036
(202) 659-5990

April 18, 2003
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